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This guide to doing business in China will provide foreign investors with an insight into the key aspects of 
undertaking business and investing in China. With the largest population and second largest economy in the 
world, China is an attractive market for overseas investors.

China’s economic reform 
programme began in 1978 with 
a liberalisation of the agricultural 
market. The market reform has 
since moved to a growing number of 
sectors and China has introduced a 
number of Special Economic Zones 
and foreign investment incentives to 
further this progress. Furthermore, 
since the country’s accession to 
the WTO, the government has 
abolished a number of trade-related 
regulations, significantly reduced 
customs tariffs and committed to 
increasing the transparency of both 
its markets and its legal system. 

China’s economy faced a number 
of challenges in 2015, cumulating 
with the August 2015 stock market 
crash, which had dramatic effects 
for stock markets globally. GDP 
growth for 2015 is expected to be 
6.9 per cent, slowing to 6.8 per 
cent in 2016. Several factors are 
contributing to the slowing growth, 
including weakness in demand from 
key industries such as real estate 
and construction. The government 
has introduced a number of stimulus 
measures such as reducing interest 
rates and mandatory bank reserve 
levels. These policies should 

accommodate on-going re-balancing 
of the economy, as China continues 
to transition from an investment 
and export-led growth model to one 
driven by consumption. At present, 
the composition of China’s GDP is 
dominated by services and industry, 
representing 48.1 per cent and 42.7 
per cent, respectively. Currently, 
agriculture comprises 9.2 per cent of 
China’s economy. 

Despite moving to a more 
market-based economy, 
many sectors are still largely 
state-dominated and foreign 
investment is prohibited in certain 
industries, such as TV and radio and 
elementary education. Furthermore, 
foreign investors must comply 
with a number of exchange control 
and currency regulations. The 
establishment of foreign invested 
companies is also subject to 
examination and approval by the 
Ministry of Trade and Economic 
Cooperation. 

Nevertheless, China’s government 
has reaffirmed its commitment to 
continuing to liberalise its exchange 
rate and foreign investment regime. 
Moreover, alongside a number 

of government incentives, China 
offers the following competitive 
advantages for investors:

• A large, young workforce with low 
labour costs

• A significant infrastructure 
investment programme which 
will build a number of new 
expressways, further high-speed 
railways and new airports

• A number of free trade 
agreements which have removed 
tariff and non-tariff barriers for the 
trade of goods 

• Commitment to liberalise its 
exchange rate and foreign 
investment regime 

• Alignment to the WTO’s policies 

While this guide makes reference to 
some of the most common issues 
investors might face, it must be 
noted that certain industries, such 
as the financial services sector, 
are subject to special regulation 
and therefore companies wishing 
to invest in this area should seek 
legal advice.

The information in this publication is 
current at December 2015.
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Ease of Doing Business 
Topics 2016 rank 2015 rank Change in rank

Starting a business 136 127 -9

Licenses and Permits 176 177 1

Getting Electricity 92 86 -6

Registering property 43 41 -2

Financing 79 71 -8

Protecting Investors 134 133 -1

Paying Taxes 132 133 1

Trading Across Borders 96 96 No change

Enforcing Contracts 7 7 No change

Resolving Insolvency 55 53 -2

Source: World Bank Group (Doing Business)

Country profile
Capital City Beijing   

Area 9,600,000 sq. km 

Population 1.367 billion 

Language Putonghua (or Mandarin), based on the Beijing dialect

Currency Renminbi (RMB)

International dialling code 1+86

National Holidays 2016 1 - 3 January – New Year’s Day Holiday

7 February – Chinese New Year’s Eve

8 -13 February – Chinese New Year Holiday

2 - 4 April – Ching Ming Festival

30 April - 2 May – Labour Day Holiday

9 - 11 June – Dragon Boat Festival Holiday

15 - 17 September – Mid Autumn Festival

1 October – National Day

2 - 7 October – National Day Holiday 

Business and Banking hours Businesses: 08:00 to 12:00 and 13:00 to 17:00

Banks: 09:00 to 17:00 

Stock exchanges Shanghai Stock Exchange

Shenzhen Stock Exchange

Political structure Single-party socialist republic state 

Doing Business rank 2016 84
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Political and legal system
The political system in the People’s 
Republic of China (PRC) takes place 
in a framework of a single-party 
socialist republic. State power 
within the PRC is exercised through 
the Communist Party, the Central 
Government and their provincial and 
local counterparts. 

All power within the government 
is divided among several branches, 
as set out by the Constitution: the 
legislative branch, the executive 
branch, the judicial branch and 
the military branch. However, the 
de facto highest decision-making 
body in PRC today is the Politburo 
Standing Committee of the CPC.

The legislative branch comprises 
the National People’s Congress 
whereby the members are elected 
by municipal, regional and provincial 
people’s congresses and military 
to serve five-year terms. It is 
the highest state body and only 
legislative house in China. The 
National People’s Congress elects 
the President of China.

The executive branch comprises 
the State Council and its local 
counterparts. The State Council is 
the highest executive authority and 
is led by the Premier. Its members 
are appointed by the National 
People’s Congress. It comprises 
the heads of each governmental 
department and has the primary 
role of overseeing the subordinate 
People’s Governments. It is headed 
by the Secretary General of the 
State Council. 

Under the dual leadership system, 
each local bureau or office is under 
the theoretically co-equal authority 
of the local leader and the leader of 
the corresponding office, bureau or 
ministry at the next level up. Apart 
from the Communist Party, there 
are eight other democratic parties.

The Chinese legal system is 
predominately a social system of 
law based on the Civil Law Model. 
It has been largely influenced by 
Soviet and continental European 
civil law systems. Legislature 
consists of the Constitution, Laws 
or statutes, administrative rules 
and regulations. Nevertheless, the 
Constitution is the fundamental 
law of the state. Once drawn up by 
the central or local governments or 
the relevant legislation committee 
under people’s congress, legislation 
is enacted through the national 
people’s congress and the local 
people’s congress. The State 
Council, ministry or committee 
under State Council, and local 
government can promulgate 
administrative rules and regulations 
pursuant to the Laws, superior 
regulations, or the authorisation of 
people’s congress. 

The judicial system comprises four 
levels of courts, which deal with 
both civil and criminal cases. The 
Supreme Court is the highest court; 
it issues judicial interpretations 
which the lower courts are obliged 
to follow in adjudicating cases. The 
subordinate courts consist of Higher 
People’s Courts, Intermediate 
People’s Courts, District and County 
People’s Courts, Autonomous 
Region People’s Courts and 
Special People’s Courts for military, 
maritime, intellectual property (three 
IP courts set up in Beijing, Shanghai, 
Guangzhou in 2014), transportation 
and forestry issues. 

Data protection
China does not have a 
comprehensive data protection 
law. Instead, the provisions for data 
protection can be found across 
a number of different pieces of 
legislation:

• The Constitution

• The Tort Liability Law

• The Decision on Enhancing 
Internet Security

• Consumer Rights Protection Law

• Postal Law

• The Resident Identity Cards Law

• Passport Law

• Lawyer Law

• Anti-terrorism Law

• The Cyber Security Draft Law (to 
be enacted)

There are also a number of laws 
and regulations that apply to 
specific sectors:

• Regulation on Personal 
Information Protection of Telecom 
and Internet Users 

• Administrative Measures for 
Online Transactions.

• Personal Information Security 
Measures for Mailing and Courier 
Services

• Medical Records Administration 
Measures of Medical Institutions

• Measures for Administration of 
Population Health Information 

• The Notice on Improving the 
Protection of Personal Financial 
Information of Banking Financial 
Institutions

• Regulation on the Administration 
of Credit Investigation Industry

While there is no official definition 
(The Cyber Security Law (to be 
enacted) is very likely to provide an 
official definition on personal data), 
personal data is generally defined 
as information which is adequate to 
accurately identify a data subject. 
Some of the sectorial laws also 
define certain categories of data as 
sensitive personal data that require 
special protection; this includes 
personal financial information and 
medical history. 

The general data protection 
provisions for people or entities that 

Legal overview
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hold or process personal data are 
as follows: 

• Consent should be obtained 
from the data subjects before 
their information is collected or 
processed

• The data processor should comply 
with the principles of legitimacy, 
rightfulness and necessity when 
collecting and using personal data

• Data processors should formulate 
and comply with company policies 
regarding the purpose, manner 
and scope of collecting and using 
personal information

• Any personal information collected 
must be kept confidential and 
secure

• The data subject should be 
informed of the purpose, method 
and scope for collecting and using 
personal data 

• Personal information should only 
be used for the purpose stated on 
collection and this must not be in 
breach of any laws or regulations 

• The data subject has the right to 
access their own data and correct 
any mistakes 

• The personal financial data 
collected in China cannot be 
transferred, stored and processed 
outside of China, unless 
consented by regulator

The Regulation on Personal 
Information Protection of Telecom 
and Internet Users further stipulates 
a number of security requirements 
that telecom business operators 
and internet information service 
providers must comply with.

Personal information may also be 
processed by public security of 
governmental authorities without 
the consent of the data subject if 
it is done in line with the need of 
national security or for an on-going 
criminal investigation. 

There is no official body in China 
regulating the use of personal data. 
Accordingly, there is no notification 
or registration scheme for the 
collection, processing or disclosure 
of personal data. Nevertheless, 
for personal and institutions’ credit 
information, the Credit Information 
System Bureau under the People’s 
Bank of China is responsible for the 

credit investigation industry. There is 
also no legal requirement to appoint 
a data protection officer. 

Compliance with sector specific 
regulations will be regulated by the 
applicable sectorial regulator. 

Exchange controls
China regulates both the inflow of 
foreign exchange and all foreign 
exchange expenditure and outward 
remittances. Exchange controls 
are predominantly monitored by 
the State Administration of Foreign 
Exchange (SAFE) and the People’s 
Bank of China (PBoC).

For foreign investment enterprises 
and individuals, revenue and 
expenses in foreign currencies can 
be deposited with, or withdrawn 
from, accounts with authorised 
banks in China. It is also possible to 
deposit the funds offshore.

For most accounts, SAFE does not 
have an FX quota control anymore. 
For services trade, enterprises 
authorised to conduct current 
account transactions can retain 
foreign exchange equal to 50 per 
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cent of export earnings. For goods 
trade, businesses are subject to a 
certain amount of export earnings, 
as registered at the local regulators. 

Foreign exchange transactions on 
China’s capital account generally 
require a case-by-case review and 
approval. FX revenue from capital 
account items can be kept in foreign 
currency, as well as renminbi. 

Foreign investment enterprises 
and individuals can remit after-tax 
profits or income outside China, 
without limit. In January 2014, SAFE 
published a circular which eases the 
administrative control over capital 
account foreign exchange items. 
The approval process for remittance 
of domestic revenue under Service 
Trade Items has been simplified 
so that no transaction documents 
must be reviewed for remittance 
amounts of under USD50,000. For 
amounts over this limit, banks must 
only review the board resolution of 
profit distribution and the original tax 
record-filing to verify the authenticity 
of the transaction. 

Money laundering regulations
China’s primary anti-money 
laundering legislation comprises:

• The Anti-money Laundering 
Law (2006)

• Provisions on Anti-money 
Laundering through Financial 
Institutions (2006)

• Administrative Measures for 
Financial Institutions on Report 
of Large-sum Transactions and 
Doubtful Transactions (2006)

• Administrative Measures for 
Financial Institutions on Report 
of Transactions Suspected 
of Financing for Terrorist 
Purposes (2007) 

• Administrative Measures 
for Financial Institutions on 
Identification of Client Identity 
and Preservation of Client Identity 
Materials and Transactions 
Records (2007)

• PBOC Guidelines on Money 
Laundering and Terrorist Financing 
Risk Assessment and Customer 
Risk Classification Management 
for Financial Institutions (2013)

• Administrative Measures for the 
Freezing of Assets Relating to 
Terrorist Activities (2014)

The legislation covers financial 
institutions and deposit-taking 
institutions, as well as the 
non-financial sector. 

Financial institutions must 
establish a risk-based Customer 
Due Diligence (CDD) approach to 
manage the money laundering risks. 
Clients will be risk rated according 
to their characteristics taking into 
consideration multiple risk factors. 
CDD reviews will be undertaken 
periodically according to the client’s 
risk rating. The risk ratings standards 
were reported to the People’s Bank 
of China in 2015. 

Financial institutions must undertake 
customer due diligence on every 
business relationship or provision 
of one-off financial services 
exceeding RMB10,000. The 
customer’s identity information shall 
be identified, verified and properly 
recorded.

Chinese-resident entities must 
report any suspicious transactions 
and Large Value Transactions to 
the China Anti-Money Laundering 
and Analysis Centre. Large Value 
Transactions are defined as daily 
transactions over RMB200,000 or 
wire transactions over RMB500,000 
for individuals, and transactions 
over RMB2 million for entities other 
than individuals. These must be 
monitored and reported on a set of 
pre-defined patterns/threshold. 

The main enforcement body for 
money laundering issues is the 
People’s Bank of China which 
is charged with carrying out 
inspections and applying fines. 

Penalties for non-compliance 
include disciplinary sanctions, 
revocation of qualification to a hold a 
post, a fine of between RMB10,000 
and RMB500,000 for an individual 
and RMB20,000 to RMB5 million for 
an organisation. 

Financial institutions shall take 
freezing measures once any assets 
owned or controlled by terrorist 
organisations and terrorists are 
discovered.

Intellectual Property Rights
China recognises the importance 
of protecting Intellectual Property 
Rights (IPR), which include patents, 
trademarks and service marks, 
copyright and industrial designs. 
Having been a member of the World 
Trade Organisation (WTO) since 
2001, China is obliged to include 
intellectual property protection in its 
national laws. Furthermore, China 
is also a signatory to a number of 
other international agreements, 
including: the Paris Convention, 
Berne Convention, Madrid Protocol 
and Patent Cooperation Treaty. 
China’s legal framework for the 
protection of intellectual property 
is built on three national laws: the 
Patent Law, the Trademark Law and 
the Copyright Law. 

The State Intellectual Property 
Office (SIPO) is the authority 
responsible for the registration 
of intellectual property, while 
SIPO offices at the provincial and 
municipal level are responsible for 
administrative enforcement. SIPO 
was originally set up to merge the 
patent, trademark and copyright 
offices, but this is yet to happen. 
Trademarks can be registered with 
the Trademarks Office, which is 
under the authority of the State 
Administration for Industry and 
Commerce. The National Copyright 
Administration is responsible 
for copyright administration and 
enforcement.
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COPYRIGHT

Copyright can protect: literary work, dramatic works, musical works, artistic works, layouts and typographical 
arrangements, recordings and broadcasts. Copyright works receive statutory protection automatically once they are 
placed in the public domain. 

Protection 
granted 

Copyright is granted to eligible work automatically irrespective of registration. However, registration 
of this copyright is recommended in order to prove ownership in the case of a dispute. Registration 
is made with the National Copyright Administration. 

The owner is granted moral and economic rights over his work, including the right to apply 
technological measures to prevent infringements of his rights. 

Infringements In the case of infringements, whereby a person reproduces, distributes, displays or performs 
the protected work, the court can impose the following penalties: fines, confiscation of illegal 
proceeds, injunctions and damages. The infringer may also be criminally liable for serious violations. 

Duration Copyright protection lasts for the life of the author plus 50 years, for any rights owned by a 
natural person.

For rights owned by a legal entity, the length of protection is 50 years from first publication. 

PATENTS

Patents protect inventions which can be applied in an industrial environment. The patents available include invention 
patents, utility model patents and design patents. For a patent to be granted, the invention must be new, have an 
inventive step which is not obvious to someone with experience in the subject and capable of being used in some kind 
of industry. A design must have distinctive features which are easy to recognise and not conflict with any prior rights of 
other persons. 

Protection 
granted 

A patent gives its owner exclusive rights to use the invention and prevent others from using it 
without their consent. 

Patents must be registered with SIPO. However, for rights other than industrial designs, an 
application can be made under the terms of the Patent Cooperation Treaty.

Infringement Infringing a patent means manufacturing, using, selling or importing patented products or 
processes, without the owner’s permission. 

In case of infringement, the court can impose the following penalties: fines, confiscation of illegal 
proceeds, injunctions and damages. The infringer may also be criminally liable for serious violations.

Duration 20 years for invention patents, 10 years for utility model patents and design patents. These are 
not renewable. 
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TRADE MARKS

The new Amendment of Trademark law came into effect on 1 May 2014. This defines a trademark as being a 
distinguished mark, which may include: text, graphics, numbers, three-dimensional symbols, colours and/or sounds. A 
trademark must have distinctive, easily recognisable features and not conflict with any prior trademarks given. 

Protection 
granted 

The owner can obtain protection in China by registering the trademark at the Trademarks Office. 
Alternatively, registration can be obtained under the Madrid Protocol for foreign businesses. 

Registration provides the owner with exclusive use over the trademark and prevents others from 
using the mark without the owner’s explicit permission. 

Infringement Some examples of infringement of a trademark are: 

• Using an identical or similar trademark for identical or similar goods and services to a registered 
trademark creating a likelihood of confusion on the part of the public

• Where a mark has a reputation, infringement may arise from the use of the same or a similar 
mark which damages or takes unfair advantage of the registered mark 

In case of infringement, the court can impose the following penalties: fines, confiscation of illegal 
proceeds, injunctions and damages. The infringer may also be criminally liable for serious violations.

Duration 10 years (registration can be renewed for further periods of 10 years).
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Foreign entities can invest in China using the following 
forms of business:

• Wholly Foreign Owned Enterprises (WFOE) 

• Sino-Foreign Equity Joint Ventures (EJV) 

• Cooperative Joint Ventures (CJV) 

• Partnerships

• Joint Stock Companies

• Representative Office

• Branches

The most common entities used by foreign investors are 
wholly foreign owned enterprises, representative offices 
and equity joint ventures. 

Wholly Foreign Owned Enterprises (WFOE)
Organisations wishing to set up business in China are 
permitted to use the WFOE form. WFOEs are governed 
by the Foreign Enterprise Law (to be superseded by 
Foreign Investment Law – the draft law was issued for 
public comment on 19 January 2015). The WFOE is a 
distinct and separately taxable legal entity and is 100 per 
cent owned by foreign investors. WFOE are restricted in 
certain industries, such as the securities industry where 
a foreign entity cannot own more than 49 per cent of a 
securities trading company. 

Formation
In order to set up a WFOE, approval must be obtained 
from the Chinese government. The application starts with 
the company name application. The company name has 
to be in Chinese. After the name approval, the applicant 
needs to submit the articles of association and a feasibility 
study report to the relevant local government authority. 
The feasibility study report shall include the objective 
of the business, scope of business activities, scale of 
business operation, products, technical equipment, 
land area, energy and other utilities conditions and 
requirements. A response from the authority is usually 
given in 30 days. 

For some restricted sectors, such as banking and airlines, 
a “pre-approval” from the regulator supervising the 
industry is required before the above-mentioned setup 
process.

Following approval, the investor must apply for registration 
and obtain a business license, a tax registration certificate, 
and an organisation code certificate which are now being 
integrated into one certificate due to the “Three-into-one” 
reformation; this should be done within 30 days of 

receiving the approval or the approval certificate becomes 
void. The date the business license is issued becomes the 
date of establishment. 

Capital requirement
The registered capital of a WFOE must be consistent with 
the scale of the intended operations (total investment 
amount). The total investment amount requires approval 
from the Ministry of Commerce. The minimum ratio of 
registered capital to the total for all foreign investment 
enterprises is as follows:

Total Investment  
(USD Million) (TI)

Minimum Registered 
Capital

Less than 3 70 per cent of the TI 

Between 3 and 10  Higher of 2.1 or 50 per cent 
of the TI

Between 10 and 30 Higher of 5 or 40 per cent 
of the TI

More than 30 Higher of 12 or one-third 
of the TI 

Foreign investors can make capital contributions in the 
form of freely convertible foreign currencies or certified 
RMB profits from other foreign invested enterprises. The 
time limit within which the capital contributions are to be 
made must be specified in the business’ application for a 
license and its articles of association. 

Further minimum capital requirements may apply for 
certain industries, such as banking. 

Company charter
The rights, powers, duties and obligations conferred on 
the company, the board of directors and its shareholders 
are indicated in the company’s Articles of Association. 
The official version of the Articles of Association must be 
in Chinese. 

The Articles of Association will typically comprise: 

• The company name, head-office, branches and 
representative offices

• The list and scope of business activities the firm 
undertakes

• The charter capital and any methods of raising or 
reducing the charter capital

• Name, address, nationality and other basic identification 
of company owner

Conducting business 
in China
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• Rights and obligations of 
the owner

• Management structure

• Legal representative of 
the company

• Formality for the adoption 
of decisions

• Dispute resolution methods

• Principles for the distribution of 
profit and settlement of losses

• Procedures for dissolution 
or liquidation

Management 
A WFOE is managed by its 
directors, who are elected by the 
shareholders. The company should 
establish a board of directors as 
its final decision-making authority. 
Although it is not compulsory 
to have a management board, 
the WFOE must have at least 
one executive director and one 
supervisor.

Filing requirements
Every company registered in 
Mainland China must maintain 
proper records and files at the 
company’s office. These comprise 
the relevant licenses, certificates, 
account ledgers, financial 
statements and information of the 
directors, the company secretary 
and shareholders.

The WFOE must prepare 
and complete a tax filing and 
declaration in accordance with the 
local administration authority’s 
requirements. Furthermore, an 
annual audit must be finalised before 
the end of May.

An annual reporting and disclosure 
system was introduced on 1 March 
2014. All companies must upload 
certain prescribed information to the 
online SAIC registration portal which 
is then available for inspection by the 
public. Annual reports must be filed 
by the end of June each year, which 
should include the updated contact 

information, operation status, 
details of the shareholders’ capital 
contributions, change of ownership 
of a limited liability company and 
website and information about 
online businesses of the company.

Sino-Foreign Equity Joint 
Venture (EJV)
An EJV is a limited liability Chinese 
legal entity, formed by one or 
more Chinese parties and one or 
more foreign parties under the 
Sino-foreign Equity Joint Venture 
Enterprise Law (to be superseded 
by Foreign Investment Law – the 
draft law was issued for public 
comment on 19 January 2015). It is 
a limited liability company. 

It is a distinct and separately 
taxable legal entity where at least 
25 per cent of the joint venture’s 
shareholding has to be held by 
foreign investor(s). The joint venture 
will be managed by a board of 
directors with appointees from 
both sides.

Investors in an Equity Joint Venture 
share profits and losses strictly in 
accordance with their respective 
contributions to the registered 
capital of the venture.

Formation
In order to set up an EJV, approval 
must be obtained from the local 
Ministry of Commerce agency. The 
investor must submit a number of 
documents, including: application 
for set up, feasibility study report, 
the signed agreement and articles 
of association, names of board 
members and any other required 
documents. The examination 
and approval process is usually 
completed within three months. 
Following this, an approval 
certificate will be issued. Upon 
approval, the investor must apply for 
registration and obtain a business 
license, a tax registration certificate, 
and an organisation code certificate 
which are now being integrated 

 

An annual 
reporting and 
disclosure 
system was 
introduced on 
1 March 2014. 
All companies 
must upload 
certain 
prescribed 
information to 
the online SAIC 
registration 
portal which is 
then available 
for inspection 
by the public.
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into one certificate due to the 
“Three-into-one” reformation; this 
should be done within 30 days of 
receiving approval or the approval 
certificate becomes void. The date 
on which the business license is 
issued is the date of establishment. 

Capital requirement
As mentioned, at least 25 per cent 
of the registered capital must be 
contributed by a foreign partner; 
no general upper limit has been 
set except in some specified 
industries where dominant control 
must remain with the Chinese 
partner. During the term of the joint 
venture, registered capital cannot 
be reduced. Capital increases must 
be approved by the board and then 
submitted to the examination and 
approval authorities.

The minimum ratio of registered 
capital to the total investment for all 
foreign investment enterprises is the 
same as listed above for a WFOE. 

Capital contributions to an EJV 
can take the form of cash, capital 
goods, industrial property rights 
and other assets. After all the capital 
contributions have been made, 
a Chinese-registered accountant 
must be engaged to verify 
the contributions and issue an 
investment capital verification 
report.

Minimum capital requirements may 
apply for certain industries, such 
as banks. 

Company charter
Equity Joint Ventures are governed 
by the joint venture contract and 
the Articles of the Association. The 
Articles of Association will mirror 
many of the provisions of the joint 
venture contract but in the case 
of any disputes, the joint venture 
contract takes precedence. 

These documents will contain the 
same provisions as listed above for 
a WFOE. 

Management 
The partners of the EJV share the 
joint management of the business. 
The partners are responsible for 
appointing a board of directors, 
whereby representation generally 
matches the proportion of 
ownership in the venture. The board 
of directors has the authority for 
making all major financial decisions 
concerning the business. 

A meeting of the board must be 
held at least once each year. They 
must appoint a general manager 
and deputy managers; the general 
manager is responsible for carrying 
out any of the decisions made by 
the board and also manages the 
daily activities of the business. 

Profits and losses are distributed 
according to the terms of the joint 
venture contract. 

Filing requirements
Every company registered in 
Mainland China must maintain 
proper records and files at the 
company’s office. These comprise 
the relevant licenses, certificates, 
account ledgers, financial 
statements and information of the 
directors, the company secretary 
and shareholders.

The business must prepare 
and complete a tax filing and 
declaration in accordance with the 
local administration authority’s 
requirements. Furthermore, an 
annual audit must be finalised before 
the end of May.

An annual reporting and disclosure 
system was introduced on 1 March 
2014. All companies must upload 
certain prescribed information to the 
online SAIC registration portal which 
is then available for inspection by the 
public. Annual reports must be filed 
by the end of June each year, which 
should include the updated contact 
information, operation status, 
details of the shareholders’ capital 
contributions, change of ownership 

of a limited liability company, and 
website and information about 
online businesses of the company.

Cooperative Joint Venture 
(CJV)
A Cooperative Joint Venture or 
CJV is sometimes referred to as a 
contractual joint venture between 
foreign entities and Chinese entities. 
The establishment of a CJV is 
governed by the Sino-Foreign 
Co-operative Joint Venture 
Enterprise Law (to be superseded 
by Foreign Investment Law – the 
draft law was issued for public 
comment on 19 January 2015). It 
may be formed as a separate legal 
entity with limited liability or as an 
entity similar to a partnership. In 
the case where it is formed as a 
partnership, income tax may be 
imposed on the individual parties 
instead of the unincorporated entity. 
Investors in a co-operative joint 
venture share profits and losses in 
accordance with the provisions set 
out in the cooperative contract.

Formation
The formation procedure for a CJV 
is the same as discussed above for 
an EJV. 

Capital requirement
There is no minimum foreign 
contribution required to initiate a 
CJV. Furthermore, the contributions 
made by investors are not required 
to be in a monetary value and can 
include capital goods, industrial 
property rights and other assets. 
The Cooperative Joint Venture 
Law requires that both parties fulfil 
their investment and cooperation 
requirements as set out in the joint 
venture contract. A key advantage 
of the cooperative joint venture is 
that the parties can agree on the 
distribution of profits at a ratio that 
is different from that of the parties’ 
capital contribution. 

The minimum ratio of registered 
capital to the total investment for 
all foreign investment enterprises 
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are the same as listed above for a 
WFOE/EJV. 

Minimum capital requirements may 
apply for certain industries, such 
as banks. 

Company charter
CJVs are governed by the joint 
venture contract and the Articles 
of the Association. The Articles 
of Association will mirror many of 
the provisions of the joint venture 
contract but in the case of any 
disputes, the joint venture contract 
takes precedence. 

These documents will contain the 
same provisions as listed above for a 
WFOE/EJV. 

Management 
The provisions for the management 
of a CJV are the same as listed 
above for an EJV. 

Filing requirements
The general filing requirements 
are the same as listed above for an 
EJV. Nevertheless, if the company 
takes the form of a CJV whereby 
no separate business entity is 
established, the joint venture must 
keep unified account books, and the 
parties must, in addition, keep their 
own separate account books. 

Partnerships 
While not a common choice for 
foreign investors, both general 
partnerships and limited liability 
partnerships can be set up in 
China. A General Partnership is 
composed of general partners 
who have unlimited joint and 
several liability for the debts of 
the partnership. A Limited Liability 

Partnership will comprise general 
partners and limited partners with 
limited partners having their liability 
limited to the subscribed capital 
contributions.

In order to set up a partnership, the 
partners must provide a written 
application, a partnership agreement 
and the identity documents of the 
partners to the relevant authority. 
A business license should then be 
granted within 20 days.

Joint Stock Companies 
Joint Stock Companies, also known 
as companies limited by shares, 
are primarily set up for investors 
who wish to list shares on the stock 
market. Foreign investors are not 
permitted to set up Joint Stock 
Companies alone and must engage 
Chinese partners. 

Representative Office (RO)
Foreign businesses are permitted 
to open ROs in China; these are 
established for liaison purposes 
and are not permitted to generate 
any income. The activities they are 
permitted to undertake include: 
making contacts, research and 
marketing, technical exchange 
and extending volume growth of 
products. ROs are not granted 
separate legal entity status and 
therefore all obligations and 
liabilities must be borne by the 
parent company. 

Formation
An approval for setting up a RO 
must be obtained from the Chinese 
government. The process starts 
with the registration of the RO 
name which must be in Chinese. 

After the name has been approved, 
the applicant shall submit further 
application materials to the State 
Administration of Industry and 
Commerce (or its local counterpart). 
Subject to local practice and 
requirements, these documents 
typically include:

• Registration form for the 
representative office

• Letter of appointment of chief 
representative

• Registration form for the foreign 
personnel (this is limited to four)

• Letter of creditworthiness from 
the foreign company’s bank 

• Copies of the foreign company’s 
incorporation documents 

The letter of creditworthiness and 
copy of incorporation documents 
must be notarised by the Chinese 
embassy or consulate in the 
parent company’s home country 
before submission. 

For some restricted sectors 
such as banking and aviation, 
a “pre-approval” from the 
authority supervising the 
industry is required before the 
above-mentioned setup process.

The local administration of industry 
and commerce shall issue the 
registration certificate upon 
approval of application. The RO 
shall then undergo commencement 
registrations with the local tax 
authorities and other authorities 
within 30 days from the issue date 
of registration certification. The 
registration certificate needs to 
be renewed annually by the end 
of June.
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The standard 
rate of 
enterprise 
income tax is 25 
per cent, unless 
exemptions or 
reduced rates 
apply. 

14

Chinese tax collection and 
administration is governed by the 
State Administration of Taxation 
under the Ministry of Finance. The 
collection and administration at 
local level is carried out by the local 
branch of the state tax bureau and 
the local tax bureau. 

The major taxes that affect foreign 
investors include:

• Enterprise Income Tax

• Individual Income Tax

• Value Added Tax

• Business Tax

• Consumption Tax

• Customs Duty

• Other taxes 

Enterprise Income Tax (EIT)
Scope
The Chinese Enterprise Income Tax 
(EIT) law provided for the unified 
tax treatment for all enterprises 
and other organisations that 
obtain income within the People’s 
Republic of China. This includes 
foreign-invested enterprises (FIEs) 
established in China and non-tax 
resident enterprises which derive 
income within Chinese territory. 
The standard rate of enterprise 
income tax is 25 per cent, unless 
exemptions or reduced rates apply. 

The EIT law introduced the concept 
of a Tax Resident Enterprise (TRE). 
TREs are subject to EIT on their 
worldwide income. Enterprises 
that are registered in China are 
naturally treated as TREs. A foreign 
enterprise that has its effective 
management in China is also treated 
as a TRE. Effective management 
has been defined as the “overall 
management and control of the 
production, business, employees, 
finance and assets” of an enterprise. 

Non-TREs are taxed on their 
China-source income only. 

Non-TREs are foreign entities that 
operate an establishment or place of 
business in China. 

If an FE operates in China without 
an establishment but derives 
indirect income such as interest, 
rent and royalties, it will be subject 
to withholding income tax at 10 
per cent, unless a double tax treaty 
applies. Non-tax resident businesses 
may also be liable to VAT, business 
tax, stamp duty and other Chinese 
taxes under relevant Chinese 
legislation. 

Taxable income 
Taxable income is defined as the 
difference between total revenue 
and deductible expenditures. 
Income will include all revenue 
from sales, provision of services 
and additional profits acquired from 
business activities. Dividends, 
bonuses, interest, royalties and rent 
are all included in taxable income. 

Tax system
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Taxpayers are allowed to deduct 
from their taxable income such 
reasonable and deductible business 
expenses as provided under law. 
In general, a business expense 
will be deductible if the expenses 
actually arose from, and relate to, 
the business of the enterprise. 
There are specified limits to the 
deductibility of a number of groups 
of expenses. These include: 
union fees, advertisement and 
entertainment expenses and 
employee welfare costs. 

Some examples of non-deductible 
expenses include:

• Corporate income tax payments

• Management fees

• Tax surcharge and penalties

• Sponsorship expenses

• Dividends and returns on equity 
investments

• Donations not fulfilling prescribed 
requirements

Depreciation 
Depreciation is typically computed 
using the straight line method. The 
minimum useful lives for various 
assets are prescribed by law. 

Accelerated depreciation is also 
allowed for certain fixed assets if 
they are subject to rapid technology 
obsolescence. 

For intangible assets, such as 
intellectual property, the straight-line 
method is allowed with a minimum 
amortisation period of 10 years, or 
pursuant to the useful life prescribed 
in law. 

Administration 
The Chinese tax year is the 
calendar year. 

Businesses must submit an annual 
corporate income tax return before 
31 May each year. Accounts are to 
be prepared in Chinese or in Chinese 
with a recognised foreign language 

and kept for at least 10 years. 
Auditing may only be undertaken by 
a Chinese registered CPA firm. 

Furthermore, a quarterly income 
tax return must be filed within 15 
days after the end of each quarter. 
This shall be filed with payments 
of provisional tax based on actual 
profits or on another basis approved 
by the tax authority. 

As withholding agents, any 
entity that makes payments of 
dividends, interest, rent, royalties 
or other income to non-tax 
resident enterprises must also file 
a withholding tax return. These 
entities are required to withhold the 
relevant taxes and remit the tax to 
the relevant authorities once the 
payments are made. 

Late payments or filings will 
generate a surcharge and penalty for 
the non-complying firm. 

Capital gains
China does not operate a separate 
‘capital gains tax’ regime. Capital 
gains will therefore form a part of 
a firm’s taxable income and will 
be taxed at the standard corporate 
income tax rate. Dividends paid 
between qualified tax resident 
enterprises are exempt from 
corporate income tax. 

Nevertheless, a land appreciation 
tax may also be levied on any gains 
derived from the transfer of land-use 
rights, building and premises and 
related facilities attached thereto. 

Groups
In general, consolidated returns 
of groups of companies are not 
allowed. All companies must 
therefore file separate tax returns. 
Unless under special situations, 
tax residents in China must adopt 
combined filing for units, those 
branches and establishments 
without legal entity status, operating 
in different areas of China. 

Thin capitalisation rules
Unless supported by documentation 
as specified by the tax authority, 
businesses cannot in general deduct 
any interest paid to related parties 
if it exceeds the permitted related 
party debt-to-equity ratio: 5:1 for 
financial enterprises and 2:1 for 
other enterprises. 

Losses
Businesses that incur losses after 
tax finalisation are entitled to carry 
forward those losses to be offset 
against the assessable income of 
future years. Tax losses are available 
to carry forward consecutively for a 
maximum of five years before they 
expire. The carry-back of losses is 
not permitted. 

Asset losses are deductible 
before tax, providing they have 
been declared with the in-charge 
tax authority in accordance with 
the relevant procedures and 
requirements. 

Withholding tax 
Withholding tax is charged on the 
following types of income:

• Dividends paid to a non-resident – 
10 per cent

• Royalties paid to a non-resident – 
10 per cent

• Interest paid to a non-resident – 
10 per cent 

These rates may be subject to a 
reduction under an applicable double 
taxation agreement. 

Transfer pricing
China has established a 
comprehensive and strict legal 
regime for transfer pricing. 
Generally, the regime follows 
the relevant international norms 
regarding the “arm’s length 
principle” and “inter-quartile range”, 
while keeping its own distinctions. 

All entities shall submit a set of 
Related Party Transaction Forms 
before 31 May after each tax year. 
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An enterprise is obliged to maintain 
contemporaneous transfer pricing 
documentation if its annual amount 
of intercompany dealings exceeds 
the prescribed thresholds (RMB200 
million for buy-sell transactions or 
RMB40 million for all other types 
of transactions combined) before 
31 May after each tax year, and to 
submit to the tax authority within 20 
days upon the request. 

Failure to fulfil such obligation could 
result in a cash penalty, a transfer 
pricing investigation and/or transfer 
pricing adjustments under a deemed 
profit basis.

Transfer pricing adjustments, 
administered by the tax authority, 
may cover not only the EIT, but the 
applicable turnover tax (VAT or BT) 
as well. 

Taxpayers can apply for advance 
pricing agreements (APA) to 
ensure legal certainty of their 
transfer pricing. This practice is also 
openly encouraged by the State 
Administration of Taxation (SAT). 
The SAT has already concluded a 
large number of unilateral APAs, as 
well as dozens of bilateral APAs with 
Japan, Korea, US, and some EU 
countries.

On 10 October 2015, the State 
Administration of Taxation (SAT) 

published the China report of Base 
Erosion and Profit Sharing (BEPS) 
on its website, which indicated the 
SAT’s readiness of adopting BEPS 
principles into the country. While 
the China report contains certain 
differences to the OECD version, 
it is anticipated that the associated 
tax regulations will be amended to 
accommodate the BEPS practice 
in China. One of the major action 
points on this is to issue the revised 
Transfer Pricing regulations; the 
revised regulations are expected to 
be published in 2016.

Controlled foreign companies 
(CFC)
A resident company that holds 
an interest in a controlled foreign 
company incorporated in a 
jurisdiction with an effective tax rate 
of lower than 12.5 per cent may be 
taxed on its share of profits of the 
CFC. 

A non-resident company is 
considered to be controlled by a 
Chinese resident company if:

• The Chinese resident company 
holds 10 per cent or more of the 
voting shares and jointly holds an 
interest of 50 per cent or more in 
the company 

• The Chinese resident company 
exercises control over the 

non-resident company by means 
of shares, capital, business 
operations, etc 

China has also published a list of 
countries that are not subject to 
CFC rules. Furthermore, CFC rules 
do not apply if the CFC carries out 
substantial and positive business 
activities or if it generates a profit of 
RMB5 million or less. 

Tax incentives
The Enterprise Income Tax law 
provides various tax incentives to 
both foreign invested and domestic 
enterprises:

High-New Technology 
Enterprises (HNTE)
A preferential income tax rate of 15 
per cent is applied to HNTE. The 
HNTE shall possess core proprietary 
intellectual properties and should 
satisfy the following conditions:

• Recognised as within the scope of 
High-New Technology supported 
by the Chinese Government

• Annual Research and 
Development (R&D) expenses 
shall not be less than a prescribed 
percentage of the enterprise’s 
annual turnover

• Income derived from High-New 
Technology products or services 
shall not be less than a prescribed 
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percentage of the enterprise’s 
total income

• The total number of R&D 
personnel shall not be less than 
a prescribed percentage of total 
employees of the enterprise 

• Any other conditions specified in 
High-New Technology Enterprise 
Management Rules

Small-scale Enterprises with 
Low Profitability
• The EIT rate applicable to 

small-scale enterprises with low 
profitability that meet certain 
conditions shall be reduced to 10 
or 20 per cent 

Tax exemptions
The following incomes derived by 
enterprises shall be exempted from 
EIT:

• Interest from state treasury debts

• Qualified dividends, profit 
distributions and other returns on 
equity investments derived by a 
TRE from another TRE

• Dividends on equity investments 
derived by a non-TRE from 
another TRE, to the extent that 
the dividends, profit distributions 
and other returns are effectively 
connected with the establishment 
or place of business in the PRC of 
the non-TREs

• Revenue of the qualified 
non-profit organizations

Encouraged business
Exemptions and tax reductions are 
applied to income derived from the 
following projects:

• Agriculture, forestry, animal 
husbandry, fishing industries

• Infrastructure projects 

• Environmental protection, energy 
and water savings projects

• Technology transfers under 
certain conditions

• Super-deduction on certain 
expenses

• The new EIT law provides for a 
150 per cent deduction on R&D 
costs and 200 per cent deduction 
for disabled employees’ wages 
provided certain criteria are met 

• Recycling business

• Enterprises engaged in recycling, 
ie use of a prescribed raw 
materials to generate taxable 
income, can enjoy a 10 per cent 
deduction on its total income in 
calculating its taxable income

Special deduction on qualifying 
expenditures
Special equipment purchased by 
an enterprise for environmental 
protection, energy and water saving, 
manufacturing or safety can be 
eligible for an income tax credit for 
the year in which the equipment 
is purchased and used. The tax 
credit is calculated based on 10 per 
cent of the purchase price of the 
equipment. The excess credit can 
be carried forward to the next five 
years. Equipment disposed of or 
leased out within five years will have 
the credit taken back.

Individual Income Tax (IIT)
IIT is regulated by the Individual 
Income Tax Law of the People’s 
Republic of China. 

Individuals liable to Chinese tax
Chinese residents are subject 
to personal income tax on their 
worldwide income. Non-residents 
are subject to tax only on income 
arising in China. 

An individual is considered a 
resident for tax purposes if he 
satisfies one of the following 
conditions: 

• Individuals who are domiciled in 
China

• Individuals that are not domiciled 
but reside in China for a full year 
(365 days during one calendar 
year, temporary absences such as 
holidays are not excluded) 

A non-resident is any individual 
who does not satisfy the above 
conditions.

Taxable income 
Chinese tax law states that income 
tax is levied on the following 
categories of income: 

• Wages and salaries

• Income from production or 
business operations derived 
by individual industrial and 
commercial households

• Income from contracting for 
or leasing the operation of 
enterprises or institutions

• Income for personal services

• Income from author’s 
remuneration

• Royalties

• Interest, dividends and bonuses

• Income from lease of property

• Income from transfer of property

• Casual income

• Other income specified as taxable 
by the Ministry of Finance 

Income that is exempt from 
tax includes: monetary awards 
granted by government agencies, 
interest of state treasury bonds 
and state-issued financial bonds, 
qualified welfare benefits, insurance 
indemnities, military severance pay, 
retirement pay, income of diplomatic 
representative and resettlement 
allowances. 

Once costs and related expenses 
are deducted, income derived from 
the sale or transfer of moveable or 
immoveable property is taxed at a 
flat rate of 20 per cent. 

Employment income
Non-residents who derive income 
from services performed in China 
are subject to income tax unless 
they are present for less than 90 
days and their income is not paid 
or borne by any Chinese entity. If 
the individual is a tax resident of a 
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country which has entered into a tax treaty with China, the 
90 day threshold may be extended to 183 days. However, 
individual treaties may differ. To benefit from treaty 
exemption, foreign individuals must file certain records 
with the local tax bureau. 

For those that have resided in China for more than 90 days 
(or 183 where a tax treaty applies) but less than one year, 
the individual’s China sourced income will be subject to 
income tax. However, the non-China sourced income is 
exempt. 

For individuals that have resided in China for more than 
one year but no more than five years, their income is 
subject to income tax across both China-sourced income 
and non-China sourced income. The non-China source 
income is only subject to tax if it is borne by a Chinese 
entity. 

For individuals that have resided in China for more than 
five years, their income is liable to income tax on their 
worldwide income for every year following the fifth.

Tax rates – 2015

Tax rates and brackets

Grade Monthly taxable income (RMB)* Tax Rate  
(%)

1 ≤ 1,500 3

3 The part > 1,500 and ≤ 4,500 10

3 The part > 4,500 and ≤ 9,000 20

4 The part > 9,000 and ≤ 35,000 25

5 The part > 35,000 and ≤ 55,000 30

6 The part  > 55,000 and ≤ 80,000 35

7 The part > 80,000 45

*  In computing monthly income, a deduction of RMB3,500 
(RMB4,800 for foreigners) is allowed when calculating the 
amount of IIT payable on wages and salaries.

Individual responsibilities in relation to Chinese 
personal income tax
In many Chinese regions, non-residents are required 
to register with the local tax office if they are earning 
income in China. They may also need to complete a 
tax registration form, provide an employer’s verification 
declaring their wages and copies of their passport to 
demonstrate their arrival date. Fines are imposed on those 
that do not perform the relevant registration requirements. 

Income tax is generally collected through a withholding 
system under which the payer (typically the employer) is 
the withholding agent. The withholding agent must then 
provide all the relevant information about the taxpayer as 
well as the relevant tax payments. 

Tax returns
IIT on employment income shall be withheld by the 
employer and filed within 15 days following each 
month-end. 

Annual filings are also required for Chinese residents with 
foreign-source income; these must be completed and 
all the associated tax paid within 30 days after year-end. 
Furthermore, the following individuals must also register 
and file annual tax returns on self-filing basis:

• Individuals with annual income exceeding RNB120,000

• Individuals receiving salaries from two or more sources 
in China

• Individuals receiving foreign-source income 

• Individuals receiving taxable income in China but not 
covered by the withholding system 

• Other prescribed circumstances by the State Council 

Joint declarations are not permitted; each individual must 
file a separate tax return. 

Late payment penalties will be imposed on the amount of 
tax in arrears. 
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Other Taxes
Value Added Tax (VAT)
VAT applies to individuals and 
enterprises on the importation of 
movable goods into mainland China, 
sale of movable goods in mainland 
China and provision of processing 
and repairing services in mainland 
China. Under the recent VAT pilot 
reform in China, more business 
activities and industry sectors have 
been moved from Business Tax to 
VAT. Please refer to the detailed 
introduction below under the subject 
of BT –  VAT Reform. 

VAT is levied and collected on the 
basis of the value added to the 
taxable goods or services at each 
stage of the production chain. 

Not all transactions are subject to 
VAT, and those that are may be 
subject to different rates. Goods and 
services not subject to VAT may be 
liable to Business Tax. In addition, 
not all of the VAT incurred by a 
business can be reclaimed.

Taxpayers are also able to deduct 
the VAT that has been paid on 
the purchase of goods used for 
taxable sales and account for the 
difference to the authorities. In 
order to do this, the taxpayer must 
be registered as a general VAT 
taxpayer when their annual turnover 
is over RMB500,000 for production 
business or over RMB800,000 
for commercial business. The 
threshold applicable to service 
sectors under the BT-VAT reform is 
RMB5,000,000 (See BT-VAT reform 
below). Additionally, tax payers 
that do not comply with the criteria 
above may be able to deduct VAT 
once they apply for ‘General VAT 
Payer’ if they have fixed premises 
for production and operation, are 
able to establish account books 
according to the unified system 
of the State and provide accurate 
tax information. 

VAT administration
All organisations and individuals 
producing VAT liable goods and 
supplies must declare VAT if they 
exceed the prescribed thresholds 
described below. However, local 
tax offices have the discretion to 
determine the actual thresholds 
within these ranges.

• Sales of goods: monthly turnover 
of RMB5,000 - RMB20,000 

• Services: monthly turnover of 
RMB5,000 - RMB20,000

• Daily transactions: daily turnover 
of RMB300 - RMB500 

Typically, each branch must register 
separately and declare VAT on its 
own transactions. However, if the 
head office and branch are located 
in the same municipality, subject to 
approval, the head office may be 
permitted to submit combined VAT 
returns. Transfers of goods between 
branches may also be liable to VAT. 

VAT tax periods vary in length in 
China; it can be one day, three 
days, five days, 10 days, 15 days, 
one month or one quarter and 
is determined by the local tax 
authorities. If the period is one 
month or one quarter, taxpayers 
must submit VAT returns alongside 
the VAT payments within 15 days 
of the end of this period. If the 
period is shorter, this must be 
made within five days of the end of 
that period. 

Applicable rates
In China, the general VAT rate 
is 17 per cent which applies 
automatically unless another rate 
is specified by law or the good or 
service is exempted from VAT.

A reduced rate of 13 per cent 
applies to ‘essential’ goods and 
services, including food, tap water, 
air-conditioning and agricultural 
supplies. 

Under the 
recent VAT pilot 
reform in China, 
more business 
activities and 
industry sectors 
have been 
moved from 
Business Tax 
to VAT.  
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A reduced rate of three per cent 
is applicable under simplified VAT 
calculation methods. 

Taxable goods and services supplied 
by small businesses are eligible for 
a reduced rate of three per cent. 
However, the input VAT paid on 
purchases is not deductible. 

Chinese tax law provides for 
‘exempt with credit’ goods on 
exports. These goods are not liable 
to VAT but the exporter may recover 
VAT paid as input tax. Similar 
measures also apply to certain 
services on export under BT-VAT 
Reform.

BT – VAT Reform 
China is currently undergoing a 
reform of its Business Tax regime 
with the aim of repealing the 
tax over the forthcoming years. 
Consequently, since the ‘VAT 
Reform Pilot Programme’ was 
initiated, a number of services which 
were previously subject to Business 
Tax are now under the scope of VAT. 

Currently, transportation and 
logistics services, certain modern 
service industries, postal and certain 
telecom services, production, 
broadcasting and distribution of 
radio, television and movie products, 
leasing of moveable tangible assets 
and telecommunication are covered 
by the programme. The Reform 
Programme may extend to other 
industries, such as the financial 
services industry and real property 
and construction in the near future. 
The China State Government 
announced on 5 March 2016 that 
the final stage of the VAT pilot 
reform would start from 1 May 
2016. This last phase of the VAT 
reform will include the financial 
services industry which will be 
converted from Business Tax (BT) 
to VAT.

Business Tax 
Any individual or entity that 
engages in the provision of 
services (other than processing 
and repairing or those subject to 
VAT), transfers intangible assets 
or sells immoveable properties in 
mainland China is subject to BT in 
accordance with the PRC Provisional 
Regulations for Business Tax.

The tax is levied on gross income 
and purchase business tax is 
non-deductible from sale business 
tax or sale VAT. BT rates range from 
three to 20 per cent depending on 
the nature of the services. However, 
the majority are taxed at three to 
five per cent. 

As mentioned above, the 
government is in the process of 
replacing the entire BT system with 
a VAT system. However, while BT 
is still in place, businesses that fall 
within the scope of the regime 
should voluntarily register for BT 
with the local tax authority. Tax 
periods can range from five days to 
one quarter. Reporting and payment 
deadlines vary in accordance with 
the chosen tax period. Any entities 
that make service fee payments to 
non-resident enterprises are also 
required to withhold BT before an 
outward remittance can take place. 

Consumption Tax (CT)
CT is levied on individuals or 
entities that manufacture, 
subcontract or import chargeable 
items, as specified in the PRC 
Provisional Regulations for CT, 
into mainland China. Those 
chargeable items include tobacco, 
alcohol, cosmetics, precious 
jewelleries and precious jade and 
stones, firecrackers, processed 
oil, automobile tyre, motorcycles, 
motor vehicles, golf and golf 
facilities, luxurious watches, yachts, 
disposable wooden chopsticks and 
wooden floor boards.

CT is computed on the basis of 
the good’s value, volume or the 
combination of the value and 
volume (compound tax). Export 
sales are exempt from CT.

Customs Duty
Customs duties are levied on goods 
that are imported into or exported 
from mainland China. The calculation 
of the duties is levied by means of 
ad valorem or any other specific 
calculate as demanded by the State. 
The duty payer must pay the relevant 
taxes within 15 days of being issued 
a duty payment form from customs. 
A number of reductions and 
exemptions are available for certain 
categories of goods. 

Further taxes 
A number of other taxes are also 
levied in China. This primarily 
comprises house duty, city and 
town land use tax, land value 
increment tax, deed tax, tax on 
land occupation, stamp duties, 
city maintenance construction tax, 
vehicle and vessel use tax, resource 
tax and tobacco tax. 

Anti-avoidance measures
China has codified General 
Anti-Avoidance Rules (GAAR) in 
place. These apply to transactions 
that are considered to have been 
undertaken for any purpose other 
than bona fide purposes and for 
the sole advantage of obtaining 
tax benefits. 

Furthermore, the Chinese State 
Administration of Taxation 
promulgated GAAR administrative 
measures in December 2014. 
These provide guidance on when 
a tax avoidance scheme is in place 
for cross-border arrangements 
that may lead to adjustments. The 
burden of proof falls on taxpayers. 
The rules have been effective since 
February 2015.
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Rules governing employment and 
industrial relations largely stem from 
the enactment of the Labour Law 
and Labour Contract Law. Alongside 
various administrative regulations 
at the central and local levels, 
these laws govern the formation 
and termination of employment 
contracts, labour standards, 
overtime pay and maternity leave. 

The Ministry of Human Resources 
and Social Security is the primary 
government body responsible for 
employment and social security 
issues. Local labour bureaux are 
charged with enforcing the national 
and local labour laws. 

Employment contract
In China, employment contracts 
are governed by the Labour 
Contract Law which applies to all 
enterprises, individually-owned 
economic organisations and private 
non-enterprise work units. Under 
the Labour Contract Law, written 
labour contracts are necessary to 
establish labour relationships.

There are three types of labour 
contracts:

• Contracts with a fixed period

• Contracts without a fixed period

• Contracts with a period to 
complete the prescribed work

Labour contracts must be provided 
in writing and in a language that is 
understood by both parties engaging 
in the contract. If the employer fails 
to provide a written contract to an 
employee for between one and 
12 months, the employer is obliged 
to pay the employee twice his salary 
for every month of duration. If there 
is no written contract for more than 
12 months, it shall be regarded that 
the employer and the employee 
have concluded a labour contract 
without a fixed period.

If an employee continuously 
serves in the same company for 
over 10 years, and the employee 
proposes or agrees to renew or 
conclude a labour contract, the 
employer has to sign a contract 
without a fixed period unless the 
employee proposes to conclude a 
labour contract with a fixed period.

If an employee has continuously 
signed two contracts with a fixed 
period in the same company, and 
the employee proposes or agrees 
to renew or conclude a labour 
contract, the employer has to sign 
a contract without a fixed period, 
unless the employee proposes to 
conclude a labour contract with a 
fixed period.

Employment contracts must include, 
at minimum, the following terms: 

• The employer’s name, residence, 
legal representative or major 
principal

• The worker’s name, residence, 
number of identity card or 
number of any other valid identity 
certificate

• The time limit for the labour 
contract

• The work contents and place

• The work time, rest and vocation

• The remunerations

• The social security

• The labour protection, work 
conditions, and protection 
against and prevention of 
occupational harm

• Other matters that shall be 
incorporated in the labour contract 
according to any law or regulation

Minimum wage 
Minimum wage levels are fixed by 
the local governments in China and 
adjusted regularly. 

Labour

If the employer 
fails to provide 
a written 
contract to an 
employee for 
between one 
and 12 months, 
the employer is 
obliged to pay 
the employee 
twice his salary 
for every month 
of duration.  
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Working time and leave 
Under Chinese labour law, working 
hours should not exceed eight 
hours per day or 40 hours per 
week. However, employers can 
apply alternative working hours. 
This allows employers to require 
employees to work longer hours 
without the need to pay overtime, 
providing that the average hours 
worked does not exceed the limit on 
total hours for that period. Working 
time restrictions do not apply to 
high-ranking managerial staff and 
sales staff. 

Employees who work overtime are 
entitled to additional wages. The 
normal overtime rate must be at 
least 150 per cent of the standard 
rate. On rest days, the overtime rate 
must be at least 200 per cent of the 
standard rate and for public holidays 
the overtime rate is 300 per cent of 
the standard rate. Overtime hours 
should not exceed three hours per 
day and 36 hours per month. 

If an employer requires its 
employees to work overtime, it 
must consult with the employees 
themselves and their labour unions. 

Employees are entitled to at least 
one rest day per week. 

Employees who have worked for 
between one and 10 years are 
provided with a minimum of five 
days of paid annual leave. Those 
who have worked for between 
10 and 20 years are entitled to a 
minimum of 10 days annual leave. 
Those who have worked for 20 
years or more are entitled to 15 days 
annual leave. Employees must take 
all of their annual leave each year; 
if not, the employer must pay the 
employee double the average daily 
wage for each day of unused leave, 
plus the regular salary. 

Employees are entitled to sick leave 
at no less than 80 per cent of the 
minimum wage published by the 
local government. If the illness 
is work-related, the employee is 
entitled to up to 24 months’ sick 
leave with full pay. 

There are also 11 days’ statutory 
public holidays for all employees in 
China. 

Female employees are entitled to 
minimum maternity leave, as set out 
by government policy.

Social security
Social security contributions 
must be paid by both employees 

(including foreign nationals) and 
employers. Foreign nationals from 
countries which have entered 
into totalisation agreement with 
China are exempted from Chinese 
social security contributions with 
regard to the provisions as set out 
in the relevant agreements. These 
contributions go towards:

• Pensions

• Medical insurance

• Work-related injury insurance 
(employer contribution only)

• Unemployment insurance 

• Maternity insurance (employer 
contribution only)

• Housing Provident Fund 

Employers are required to withhold 
their employees’ contributions. They 
must deposit both, theirs and the 
employees, contributions with the 
local social security bureau on a 
monthly basis. The total employer 
contribution can be up to 40 per 
cent of the employee’s base 
monthly salary, although rates vary 
across the province. Employees’ 
contributions are generally capped if 
their salary reaches a threshold set 
by the local authorities.
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Employment protection 
legislation 
Under the Labour Law, 
discrimination based on ethnicity, 
race, sex, religion, is prohibited. The 
Law on the Protection of Rights and 
Interests of Women provides that 
women are entitled to receive ‘equal 
rights’ with men and shall not be 
discriminated against.

Probation 
Employers and employees may 
agree on a probationary period. 
In China, there can only be one 
probation period. During this period 
the employee must not be paid less 
than 80 per cent of the normal wage 
for that job; this amount cannot be 
below the minimum wage. The 
maximum term of the probation 
period depends on the terms of the 
employment contract: 

• A contract of between three 
months and one year: up to one 
month

• A contract of between one year 
and three years: up to two months

• A contract of more than three 
years or no fixed term: up to six 
months

If the employer does not comply 
with the statutory probation 
periods, the employee is entitled to 
compensation. 

Dismissal 
Employers can only terminate 
employment contracts under certain 
circumstances, as stipulated by 
Chinese labour law; for example if 
the contract expires or the employee 
violates the terms of the contract. 
In certain cases, the employer must 
provide a notice period of 30 days. 
Furthermore, the employer must 
notify the relevant labour union prior 
to any termination for discussion. 
Employees are able to terminate 
their contracts at any time, providing 
they give 30 days’ notice; during a 
probation period, only three days 
must be provided. 

If the employer dismisses an 
employee for any reason other 
than that stated under the Labour 
Contract Law, the employee must 
either be reinstated or paid double 
the amount of severance pay they 
should have received in the case of 
a lawful termination. 

Severance payments 
If an employment contract is 
terminated for any of the following 
reasons, the employee is entitled to 
severance pay: 

• The employer unilaterally 
terminates the employee (unless 
the termination is under one 
of the grounds stated in the 
Employment Contract Law, eg 
employee misconduct)

• An employment contract expires

• The employer initiates a dismissal 
which is agreed upon by both 
parties

• The employee resigns as a result 
of the employer’s infringement of 
the employee’s rights

• The contract ends due to the 
employer’s going out of business

Severance payments are usually 
calculated as one month’s salary 
for each year of service (a period 
of employment of more than six 
months is counted as one year) or 
half a month’s salary for a service 
period of less than six months. 
The one month salary is calculated 
based on the employee’s average 
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monthly salary during the 12 months 
prior to termination. However, this is 
capped at three times the average 
monthly wage in the municipality 
where the employer is located. 

Protection from termination 
The law provides protection from 
termination for the following 
categories of workers: 

• Those that have suffered an 
occupational disease or have lost 
or partially lost their capacity to 
work due to an industrial injury

• Those that are undergoing a 
period of medical treatment for a 
non-work related illness

• Any female worker that is in 
her pregnancy, confinement or 
nursing period

• Employees engaged in operations 
that expose them to occupational 
diseases that have not undergone 
any prior health checks for the 
activities 

• Any employee that has worked for 
more than 15 years and has less 
than five years before they reach 
the statutory retirement age 

• Other circumstances as 
prescribed by laws or 
administrative regulations

Collective redundancies
Employers are only permitted to 
make mass redundancy under 
legally established circumstances. 
These include: a restructuring under 
the Enterprise Bankruptcy Law, 
serious difficulties in production 
and business operation, technology 
changes that render a job obsolete 
or major changes to the objective 
economic circumstances of the 
business. 

Employees with long-term fixed 
or open-term contracts and those 
that are the sole income earner 
with dependents must be retained 
with priority. 

The law only covers situations 
where at least 20 people, or 

more than 10 per cent of the total 
workforce, are made redundant. In 
the case of a collective redundancy, 
the employer must provide notice 
to the labour union and relevant 
employees at least 30 days prior 
to making any redundancies. The 
business must then consider the 
opinions of the labour union or 
employees. The relevant labour 
administrative authorities must also 
be notified of any plans regarding 
redundancy. 

Employment of non-resident 
employees 
The employment of foreign 
nationals is regulated by the 
Immigration Law. Foreign nationals 
must obtain permission from the 
relevant authorities before they are 
allowed to work in China; critical 
to this is the application for a work 
visa (single entry Z visa) which 
is typically undertaken by the 
prospective employer. Businesses 
must also apply for an employment 
license when they employ a 
foreign national. 

Once the Z visa is obtained, the 
foreign national is permitted to 
enter China. Within 30 days of 
arrival they must apply for a work 
permit from the local Labour 
Bureau and a residence permit 
from the local Public Security 
Bureau. The following documents 
are required to obtain these 
permits: Z visa, copy of business 
registration certificate of prospective 
employer, passport, working card, 
employment license, photographs 
and health certificate from the local 
International Travel and Health Care 
Centre and a registration form of 
temporary residence. 

The above procedures apply to all 
employment terms, short-term and 
long, as well as foreign nationals 
employed by companies outside 
China if the foreign national is 
required to work in China for more 
than three months.

The process for obtaining approvals 
for foreign nationals working in 
representative offices differs from 
the above. In this case, the foreign 
national must register with the 
local administration for industry and 
commerce as the Representative 
Office’s representative and obtain 
a Representative Certificate. The 
Representative Office must then 
apply for an official Z visa invitation 
letter. Following this, the procedures 
are similar to those listed above. 

In 2013, China introduced the R visa 
which is issued to foreign nationals 
who are regarded as high-level 
personnel or whose skills are 
urgently required in China. To obtain 
an R visa, the applicant must submit 
a number of certification materials 
to the relevant governmental 
departments. This includes a 
passport that is valid for at least six 
months, a completed application 
form, photos and documents that 
demonstrate the requirements for 
‘high-level personnel’. 

Labour unions
All companies, whether Chinese 
or foreign, must permit their 
employees to set up or join a Labour 
union. Collective agreements may 
be concluded between a business 
and the associated Labour union or 
elected employee representatives; 
these are binding on the employer 
and all employees of the company.

An employer is obliged to 
recognise collective bargaining 
as a method of resolution for 
any disputes. Furthermore, 
companies are required to use 
the employee representatives to 
practice democratic management 
in accordance with the relevant 
labour laws. Unions/employee 
representatives must be notified 
in the cases of redundancies, 
unilateral termination of contracts, 
restructuring of a company or any 
new formulation of rules within 
a company.
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Accounting and auditing practice 
in China has changed in recent 
years, following the establishment 
of new regulation, aligning Chinese 
accounting practices with that of 
internationally recognised standards. 

The Accounting System for 
Business Enterprises and Auditing 
Standards System of China has 
been in place since 1 January 2007. 
All businesses must follow the 
Accounting System for Business 
Enterprises and new accounting 
standards, whether they are 
domestic or foreign. All accounting 
firms must follow the Auditing 
Standards.

The Accounting Regulatory 
Department of the Ministry of 
Finance of China is responsible 
for the setting of accounting 
standards for business enterprises. 
The primary regulator for the 
accounting profession is the 
Chinese Institute of Certified Public 
Accounts, which is controlled and 
administered by the Ministry of 
Finance. On 1 November 2010, the 
Chinese Institute of Certified Public 
Accounts revised and published 
the Auditing Standards; the new 
standards became effective on 
January 1, 2012. 

Accounting standards
Chinese accounting principles 
and regulations mainly comprise 
of Accounting Standards for 
Business Enterprises (ASBE) and 
Accounting Regulations for Business 
Enterprises (ARBE). 

The ASBE is comprised of four 
parts:

• Basic Standard which plays a 
key role in the accountancy’s 
standard system, and clarifies the 
objectives of financial reporting 
and qualitative requirements of 
accounting information 

• Specific- Accounting Standards 
which focus on the accounting 
practice for specific transactions 
or events 

• Application guidelines which 
detail the relative terms of the 
Specific-Accounting Standards 
and provide operational guidance 
to the issues in practice

• Interpretations, which focus on 
offering interpretations for any 
problems that may arise in the 
implementation of ASBE

ASBE were promulgated on 
15 February 2006 by the Ministry 
of Finance and became effective on 
1 January 2007. From January to 
July 2014, the Accounting 
Regulatory Department of the 
Ministry of Finance of China revised 
and published the Basic Standard 
and 8 Specific-Accounting Standards 
in succession. These new standards 
became effective on 1 July 2014. 
Since this mass revision, there are 
now 42 Accounting Standards, 
including the Basic Standard and 
41 Specific- Accounting Standards 
for Business Enterprises. 

ASBE represents significant 
convergence with the International 
Financial Reporting Standards, 
although differences still exist. ASBE 
now applies to listed enterprises 
and large and medium-sized 
State-owned Enterprises. All other 
types of enterprises are encouraged 

Audit
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to follow the new accounting 
standards or are permitted to 
adopt ARBE. 

Companies that classify as ‘small 
business enterprises’ can apply ‘the 
Accounting Standards for Smaller 
Business Enterprises’. Financial 
institutions, group companies or 
publicly traded companies cannot 
qualify as small business entities. 

On 18 November 2015, The IFRS 
Foundation and the Chinese 
Ministry of Finance announced the 
formation of a joint working group 
to explore methods to advance the 
use of IFRS Standards within China, 
especially for internationally-oriented 
Chinese companies.

Internal control 
On 5 May 2008, the Ministry of 
Finance of China, China Securities 
Regulatory Commission (CSRC), 
General Accounting Office, China 
Banking Regulatory Commission 
(CBRC), and China Insurance 
Regulatory Commission (CBRC) 
jointly issued internal control 
standards. On 22 April 2010, the 
above five ministries jointly issued 
the guidelines for the internal 
control standards. These guidelines 
apply to domestic and overseas 
listed companies. Large and 
medium-sized unlisted companies 
are encouraged to follow the internal 
control standards and guidelines.

The internal control standards and 
guidelines are based on the COSO 
framework. The primary aim of the 
guidelines is for listed companies 
and large and medium-sized unlisted 
companies to improve their business 
managerial capacity and risk control 
capability. 

Accounting records 
All firms operating in China must 
keep three categories of primary 
accounting records: journals, a 
general ledger and subsidiary 
ledgers, as well as the appropriate 

supplementary memorandum 
records. Computerised accounting 
systems are acceptable as the 
business’ accounting records. 

It must be noted that there is a 
significant difference between the 
computation of accounting books 
and tax returns. 

All records must be written and 
maintained in Chinese, although 
they may also be kept, concurrently, 
in a foreign language. 

All records should be recorded in 
renminbi (RMB), unless otherwise 
agreed with the accounting 
authorities. If this is the case, 
the financial statements must be 
converted into RMB at the year-end 
for the preparation and auditing of 
the annual financial statements. 

The accounting year is a period of 
12 months, running from 1 January 
to 31 December. 

Filing and submission of 
statutory financial statements
Companies with foreign investment 
are required to submit annual 
income tax returns with statutory 
audited financial statements to local 
tax authorities within five months 
after the calendar year end.

The financial statements that must 
be submitted include:

• A balance sheet

• An income statement (profit and 
loss account)

• A cash flow statement

• Notes to financial statements, 
comprising the basis of 
preparation for the statements, 
description of significant 
accounting policies, description 
of key account estimates, and 
changes in accounting policies 
and disclosure of any significant 
contingencies and commitments

An enterprise must also disclose 
the following information with 
regard to its parent and subsidiaries 
in the notes of the financial 
statement, irrespective of whether 
there have been transactions with 
the related parties:

• Names of the enterprise’s parent 
and subsidiaries

• Nature of business of the 
subsidiaries, place of registration 
and registered capital (or paid-in 
capital or share capital) and 
changes therein

• Proportion of shareholdings and 
voting power of the parent over 
the enterprise, and that of the 
enterprise over the subsidiaries

• Where there have been 
related-party transactions 
between an enterprise and its 
related parties, the enterprise 
shall disclose the nature of 
the related-party relationships, 
the types of transactions and 
the essential elements of the 
transactions in the notes

Audit requirements
Foreign invested enterprises 
must get their statutory annual 
financial statements audited by a 
Chinese-registered certified public 
accounting firm. The statements 
that must be submitted are listed 
above. It is the board of directors’ 
responsibility to appoint a suitable 
auditor. 

Audited financial statements must 
be submitted to the local offices 
of the State Administration of 
Industry and Commerce, the State 
Administration of Taxation, the 
local Finance Bureau and the State 
Administration of Foreign Exchange. 
These must be submitted within 
five months of year-end. 

Auditing standards are regulated 
by the Accounting Law, Company 
Law and certain provisions in the 
Regulations on Accounting and 
Financial Reporting.
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Foreign Direct Investment
China’s low business costs 
and labour prices have driven 
large amounts of Foreign Direct 
Investment into the country over 
the past few decades. This has 
also been driven by a liberalisation 
programme that began in the 
1970s. Liberalisation began with 
the agriculture sector, moving to 
industry and has recently begun to 
focus on finance. The opening up 
of China’s economy was largely 
consolidated by its accession to the 
World Trade Organisation in 2001. 
As part of its entry into the WTO, 
China has had to relax a number of 
tariffs, quotas and trade barriers. 

Alongside China’s accession to the 
WTO, it has signed various free 
trade agreements with international 
organisations and countries. These 
include ASEAN, Pakistan, Chile, 
New Zealand, Singapore, Hong 
Kong and Macau, Peru, Costa 
Rica, Iceland, Switzerland, Korea 
and Australia. A number of further 
free trade agreements are under 
negotiation; these include Gulf 
Cooperation Council, Norway, 
Japan, Korea and Sri Lanka, 
Maldives and Georgia etc. 

Following the APEC meeting in 
Beijing, China has renewed its 
commitment to the creation of a 
Pacific-rim free trade area by 2025, 
and will focus on strengthening 
connectivity and infrastructure 
development in addition to 
promoting the realisation of a Free 
Trade Area of the Asia-Pacific 
(FTAAP).

China has also implemented a 
number of bilateral investment 
protection treaties. This provides 
foreign investors with a number 
of guarantees which include a 
guarantee that there will be fair 
and equitable treatment among 

foreign organisations and individuals 
who have investment in China. 
Furthermore, foreign-invested 
capital and lawful assets will not 
be subject to nationalisation, 
expropriation or requisition. Foreign 
investors are allowed to remit 
investment capital and profits, loan 
principal and interest and other legal 
proceeds and assets abroad.

Furthermore, the RMB Trade 
Settlement Scheme means that 
all businesses holding an import 
or export license in China are 
able to settle cross-border trade 
transactions using renminbi. 
According to the Society for 
Worldwide Interbank Financial 
Telecommunication, it is reported 
that RMB overtook the euro as 
the second-most used currency in 
trade finance. RMB is now ranked 
fifth in international trade behind 
USD, Euro, British pound and 
Japanese yen. The People’s Bank 
of China (PBOC) demonstrates a 
strong commitment to promoting 
the internationalisation of RMB, 
and the Chinese government has 
implemented a range of supportive 
policy measures. 

As part of its 13th Five-Year Plan, 
to be officially released in 2016, the 
government outlined its priorities 
for economic, environmental and 
social policies for the period ending 
in 2020. As a result, a number 
of industries will benefit from 
government support and incentives. 
These primarily comprise: financial 
services, e-commerce, marine 
industry, elder care, biotechnology, 
next generation information 
technology, renewable energy, 
environmental protection, advanced 
equipment manufacturing, 
infrastructure and new-energy 
vehicles. Nevertheless, while these 
sectors benefit from encouraged 
investment there are a number of 
sectors that are subject to limitations 
and extra approval requirements: the 
highway passenger transportation 
service, legal services and banking 
services. Furthermore, elementary 
education, post offices and TV and 
radio stations are not open to foreign 
investment. Based on the latest 
Catalogue of Industries for Foreign 
Investment released in 2015, the 
number of restricted industries has 
been significantly reduced from the 
previous Catalogue, signalling the 

Trade
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Chinese government’s unwavering 
attitudes towards attracting more 
Foreign Direct Investment and 
continuing opening up its economy.

Government incentives
The Enterprise Income Tax law 
provides various tax incentives to 
both foreign invested and domestic 
enterprises. These are outlined in 
detail in the tax section. 

Special Economic Zones
Governments from the different 
regions are able to introduce 
preferential enterprise income tax 
policies or other incentive schemes.

There are also a number of 
designated Special Economic Zones 
(Shenzhen, Zhuhai, Shantou, Xiamen 
and Hainan) and Shanghai Pudong 
New Area) where certain high-tech 
businesses are given preferential 
income tax treatment. In 2010, the 
Kashgar Special Economic Zone 
was set up, which is close to the 
Chinese border with Central Asia, 
aiming at promoting the international 
trade between China and other 
countries in this region. 

Imports
Since its accession to the WTO and 
its involvement in a number of trade 
agreements, import restrictions have 
relaxed considerably. Nevertheless, 
there are still a number of import 
restrictions on specific goods. 
Licences are required for the import 
of chemical devices and substances 
and import prohibitions may apply 
in certain circumstances for goods 
such as opium and industrial and 
chemical waste residue. Likewise, 
there are export restrictions on 
goods such as rare metals, certain 
agricultural products, automobiles, 
certain chemical and petrochemical 
products.

Tariff rates
All goods imported into mainland 
China are subject to customs import 
duty unless specifically exempted. 

Tariff rates are determined by the 
Harmonised Commodity Description 
and Coding System (HS) and the 
origin of the goods. There are 
preferential rates available to China’s 
trading partners and those listed on 
the harmonised tariff schedules. The 
general tariff is the highest tariff rate 
and is applicable to imported goods 
whose place of origin is known. 
Subject to certain restrictions, 
machinery and equipment imported 
by an enterprise for a project 
recognised, and encouraged by, 
the Foreign Investment Industry 
Catalogue and Most Encouraging 
Industry, Products and Technology 
Catalogue are exempt from customs 
duty and import VAT. 

Customs valuation
The customs value is determined 
following the customs valuation 
methods set out in the PRC 
Customs Valuation Measures. The 
value for customs duty calculation 
purposes is the CIF (Cost, Insurance 
and Freight) price and the primary 
valuation method is the Transaction 
Value method which is applied most 
of the time. 

In addition to customs and import 
duty, imported goods are subject 
to VAT and Consumption Tax. 
Goods exported by manufacturing 
companies in China may be 
entitled to a VAT refund under 
the exemption, credit and refund 
system. Refund rates range 
from five per cent to 17 per cent 
depending on the nature of goods. 
In order to implement its latest 
economic and trading policies and 
strategies, the Chinese government 
may adjust VAT refund rates from 
time to time.

Administration 
Under the Customs Law of the 
People’s Republic of China, 
importers and exporters must 
register with Customs before filing 
customs declarations. All goods 
imported into mainland China 

must be declared to Customs 
within 14 days after their arrival 
into mainland China. The customs 
declaration can be made by the 
importers or through qualified 
customs agents. Customs duty 
must be paid to a designated 
Customs’ bank account within 
15 days of the declaration being 
issued. Surcharges will be imposed 
for late payments; calculated at 0.05 
per cent per day on the total amount 
of customs and import duty due. 

Bonded zones 
There are now a number of bonded 
zones throughout China which 
provide foreign investors with a 
number of preferential conditions for 
customs, tax and foreign exchange 
duties. Across all bonded zones, 
no customs duties or import VAT 
is levied on imported goods that 
enter the facility. These include: Free 
Trade Zones, Export Processing 
Zones, Bonded Logistics Parks, 
Bonded Logistic Centres, and 
Export Supervision Warehouses. 

On 22 August 2013, the State 
Council approved the establishment 
of China (Shanghai) Pilot Free-trade 
Zone (SFTZ). SFTZ is a milestone in 
the nation’s commitment to forge 
ahead with domestic reforms and 
wider opening to world markets. A 
list of 18 services industries was 
published to receive more relaxed 
policies in the zone, including 
medical services, value-added 
telecommunications, ocean freight 
and international ship management 
and banking, etc. SFTZ will also 
provide more favourable flexibility in 
foreign currency exchange and tax 
benefit. 

Following the SFTZ, the State 
government approved another three 
FTZ in Guangdong, Tianjin and 
Fujian province; it is reported that 
more FTZ will be approved in 2016, 
and the new FTZ will be extended to 
inland and the west part of China. 
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Capital markets
The development of China’s capital 
market has been closely linked to 
and driven by China’s economic 
reforms. The economic liberalisation 
and reform started in the late 1970s 
has founded China’s capital market. 
As China’s market economy evolves, 
there is an increasing demand for 
more market-oriented resource 
allocation, leading to the gradual 
establishment and development of 
China’s capital market.

China’s stock market emerged in 
1990 with the opening of Shanghai 
Stock Exchange and Shenzhen 
Stock Exchange. In 1993, China 
Securities Regulatory Commission 
(CSRC) was established and China 
integrated its capital market and 
supervision regime. In 1998, the 
Securities Law was promulgated, 
and the stock market officially 
became the pilot of financial market.

In the past 10 years, China’s stock 
market has achieved tremendous 
development. As of May 2015, 
the Shanghai Stock Exchange 
had a total market capitalisation of 
USD5.9 trillion while the Shenzhen 
Stock Exchange had a market 
capitalisation of USD4.4 trillion, 
according to the World Federation of 
Exchanges.

China’s bond market experienced 
a phase of rapid development in 
the period following 1981 when 
the treasury bonds issuance 
resumed. At present, the bond 
market includes three segments, 
the inter-bank market, the exchange 
market and the over-the-counter 
market. 

The inter-bank market is the main 
marketplace for bonds, with a 
market share of over 90 per cent 
in both outstanding balance and 

trading volume1. The exchange 
market is another important part; 
it is a retail market for centralised 
brokered transactions. The 
over-the-counter market is an 
extension of the inter-bank bond 
market, and it is also a retail market. 

In 2014, the Chinese government 
pledged to implement a broad range 
of capital market reforms with the 
primary aims of encouraging more 
efficient capital allocation, increasing 
foreign investment and improving 
the transparency of its markets. 
The reforms include developing a 
system for direct bond issuance by 
local governments, streamlining the 
approval process for initial public 
offerings and removing some of the 
restrictions associated with the use 
of financial derivatives. Furthermore, 
quotas will be increased for both 
inward and outward foreign 
investment under the QFII and 
Qualified Domestic Institution 
Investor (QDII) programmes. 

Finance

In 2015 and 
2016, the 
Chinese 
government 
will continue 
to open up 
the inter-bank 
market 
to foreign 
institutional 
investors.  

1 Financial Times, 2015 
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In 2015 and 2016, the Chinese 
government will continue to open 
up the inter-bank market to foreign 
institutional investors. In 2015, 
offshore RMB participating banks 
and clearing banks were permitted 
to do onshore repo transactions and 
RMB/FX products. Sovereign banks 
and international organisations are 
now allowed to access the onshore 
interbank market for bond and all 
RMB/FX products without quota 
restrictions. In 2016, the PBOC 
further allowed eligible foreign 
financial institutions (including 
their launched products) as well 
as other mid-term and long-term 
institutional investors (eg pension 
fund, charity fund and donation 
fund etc) to invest in the inter-bank 
market. In 2016, SAFE will continue 
to relax the rules and regulations 
governing the activities of QFII, 
including removing the upper limit of 
the QFII investment quota; further 
easing the inward and outward 
fund remittance, and shortening the 
lock-up period.

Banking system
The Chinese banking system has 
undergone significant changes in 
the last two decades, although the 
industry has primarily remained 
under state ownership. The People’s 

Bank of China is China’s Central 
Bank responsible for formulating 
and implementing monetary 
policy as well as maintaining the 
payment, clearing and settlement 
systems. The primary regulator for 
the banking industry is the China 
Banking Regulatory Commission. 

As of the end of2014, the number 
of banking institutions in China 
amounted to 4,091 with 3.76 
million employees. This comprises 
policy banks, commercial 
banks, cooperative banks, credit 
cooperative and foreign banking 
institutions, among others. 

As of the end of 2014, the total 
assets of China’s banking sector 
increased by RMB21.0 trillion or 13.9 
per cent on a year-on-year basis to 
RMB172.3 trillion; the total liabilities 
rose by RMB18.8 trillion or 13.3 per 
cent year-on-year to RMB160 trillion. 

Foreign investor banking 
services
Generally, all foreign investors are 
required to open a bank account 
to conduct business in China. The 
bank accounts required will depend 
on the company structure; joint 
venture and wholly-owned foreign 
enterprises will require FCY Capital 

Accounts, FCY Settlement Account, 
RMB Basic Accounts and RMB 
general Accounts. 

In order to open a bank account, 
the following documents are usually 
required:

• Certificate of Approval issued by 
the relevant government bodies

• Legal Person Business License

• Certificate of Legal Personal Code 
and Organisation

• Proof of foreign exchange 
business registration

• Identification documents of the 
legal representative, directors, 
authorised personnel and principal 
shareholders of the company

• State and local tax registration 
certificate

• Memorandum/Article of 
Association 

• List of directors

• Completed board resolution

• Organisational chart documenting 
shareholding percentages of the 
business entity

• Basic information for enterprises 
issued by State Administration for 
Foreign Exchange (SAFE)
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Separate bank accounts must be 
opened for different offices in 
different cities; the requirements will 
vary according to local regulation. 

Other financing options 
Trust Loans 
Local RMB loans can be obtained 
providing that a bank acts as 
an intermediary in the lending/
borrowing arrangement. These 
loans are structured in that the 
lender and borrower determine 
the interest rate and credit risk 
lies with the borrower. The bank 
usually charges a fee for its role 
as the intermediary. Non-financial 
institutions are prohibited from 
extending any loans to each other. 

Foreign loans 
Foreign invested enterprises can 
incur foreign debts only upon 
the verification of SAFE; this is 
necessary to convert foreign 
loans into RMB for use in China. 
Approval is at the discretion of 
the government in line with the 
foreign exchange policy in place 
at the time. Furthermore, SAFE 
exercises scrutiny over the purpose 
of the loan, some purposes are 
strictly prohibited, eg the financing 
of certain real estate projects. 
Under the Provisional Rule on the 
Management of Foreign Debt, the 
accumulated balance of long and 
medium-term foreign debt plus 
short-term foreign debt borrowed 
by a foreign invested enterprise 
should not exceed the difference 
between the company’s approved 
total investment and the registered 
capital. Interest rate payments to 
overseas lenders are also subject to 
a withholding tax of 20 per cent in 
China, unless reduced by a treaty. 
Foreign investors are also able to 
obtain foreign exchange loans from 
domestic financial institutions. 

Insurance industry 
China’s insurance market is one of 
the largest and fastest growing in 
the world; in 2015, national premium 

revenue exceeded RMB2 trillion, 
and total assets exceeded RMB10 
trillion, which ranked China third in 
the world after the USA and Japan.

The insurance industry is regulated 
by the China Insurance Regulatory 
Commission. Under insurance 
law, life and non-life insurance 
companies must be separate legal 
entities; currently, life insurance 
comprises a much larger segment 
of the market composition. 

The life insurance market is highly 
concentrated; the top three insurers 
own 48.5 per cent of the market, 
while the remaining 40 local players 
accounted for 45.7 per cent and 
the 28 foreign players shared the 
remaining 5.8 per cent. Over the 
last three years, market shares have 
been relatively stable, with a slight 
increase in the foreign companies’ 
share to 5.8 per cent from four 
per cent.

The non-life market is even more 
concentrated than the life, with 
the top three insurers sharing 64.7 
per cent of the market, while the 
remaining 40 local players account 
for 33.1 per cent and 22 foreign 
players for only 2.2 per cent. 

China’s insurance market has slowly 
opened up to foreign investors and, 
although penetration of foreign 
insurers in China is one of the 
lowest in Asia, the foreign market 
share is increasing. 

Almost all of the 20 largest global 
insurance groups have operations in 
China, at a larger or smaller scale. 

In August 2014, the Chinese 
government published measures 
to develop the insurance industry, 
with the primary aim of increasing 
premium incomes to five per cent 
of GDP by 2020. The measures 
included giving the insurance 
industry a bigger role in the 
prevention and relief of disasters 

and accidents, through the 
introduction of insurance products 
related to catastrophic events, 
encouragement of insurance funds 
to invest in bonds and equities to 
support major infrastructure projects 
and encouragement for insurers 
to take up the ‘house-for-pension’ 
insurance scheme. 

Investment management 
industry
The Chinese asset management 
industry is relatively immature; 
industry penetration is low, with 
only three per cent of China’s 
financial assets being held in 
mutual funds.

The first batch of Chinese asset 
management companies was 
established in March 1998. 

Nevertheless, China continues to 
implement measures to liberalise 
its asset management market. 
This includes the enactment of 
the Stock Connect Scheme which 
allows global investors to access 
onshore Chinese equities via the 
Hong Kong bourse. However, 
foreign investment in the asset 
management market is generally 
restricted. Nevertheless, in 2014, 
the government announced 
that they were in the process of 
raising the shareholding ratio of 
foreign capital in domestic fund 
management companies. 

Depending on the nature of their 
activities, asset managers are 
subject to different regulators. 
This includes the China Securities 
Regulatory Commission, which 
supervises the launch of securities 
investment funds, the China Banking 
Regulatory Commission, which 
supervises the investment trusts 
and banks’ wealth management 
products, and the China Insurance 
Regulatory Commission, which 
supervises the insurance asset 
management companies. 
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The overall quality and reliability of 
infrastructure is a critical factor for 
businesses across all sectors.

China is a world leader in both 
imports and exports of information 
and communications technology 
(ICT) products and services. The 
ICT market has also been one of 
the government’s main economic 
priorities over the last decade; the 
government has invested heavily 
into large-scale research and 
development efforts, while also 
providing significant incentives for 
foreign investors. 

Key features of China’s ICT 
infrastructure include:

• A government initiative to 
implement complete broadband 
coverage in both urban and rural 
areas by the end of 2020

• 13 per cent of people are fixed 
broadband subscribers

• 49.3 per cent of the population are 
internet users 

• ICT exports comprise 27.4 per 
cent of total goods exports

• 92 per cent of people have a 
mobile phone subscription 

China’s transportation infrastructure 
has undergone a significant 
investment programme in the past 
few years. In the past decade alone, 
China has built 125,000 miles of 
expressways. Furthermore, the 
country plans to invest around 
USD724 billion) in transport 
infrastructure projects over the next 
three years. The 2016-2018 plan 
from China’s Ministry of Transport 
and National Development and 
Reform Commission (NDRC) 
includes railways, highways, 
waterways, airports and urban rail. 
Consequently, according to the 
World Bank, China now has a score 
of 3.67/5 for its quality of trade and 
transport-related infrastructure. 

China’s transportation infrastructure 
includes:

• 125,373 kilometres of 
expressways 

• 234 motor vehicles per 1000 
people 

• 140,000 kilometres of railways, 
which represents the third 
longest network in the world and 
includes 16,000 kilometres of 
high-speed rail 

• 202 civil airports 

• 87 operating subway lines in 
the cities 

• 7/10 of the world’s busiest 
container ports by TEUs 

In the past 
decade alone, 
China has built 
125,000 miles 
of expressways. 

Infrastructure
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